Introduction
In Sri Lanka, small farmers constitute the bulk of agricultural production and about 64% of all farmers own less than 0.8 ha of land. In the context of rural development and poverty reduc- Data relating to the entire operation of this scheme in the district of Moneragala is shown in Table 1 .
Comparison of agricultural resource endowments of participant and non-participant farmers
As shown in Table 5 , the ex- However, due to lack of non-farm employment opportunities in the area only 54% and 46% of non-participants and participants respectively engaged in non-farm employment. Besides, majority of those engaged in non-farm activities were in wage labor in the seasonal agriculture sector with an unstable income flow. Hence, the impact of non-farm income on household income in the study area is less significant than the impact of farm income on household income.
According to Table 6 , the farm income of participants was higher than non-participants and the difference was statistically significant at 5% significance level. However, the household income between participant and non-participant farmers was not statistically significant. Furthermore, the predicted household income of participant and non-participant farmers was statistically significant indicating that if the participants had not participated in the linkage their household incomes would be below the nonparticipant farmers. Therefore, the linkage has not increased income disparity between participants and non-participants but rather reduced income disparity by significantly increasing participant farmers' income in contrary to the results of many contract farming schemes in developing countries (Little and Watts, 1994). These findings further confirm that the linkage has not favored the wealthier farmers at the expense of Table 4 Share of household income by source For each item, there were 5 response categories, namely "strongly agree", "agree", "neither agree nor disagree" , "disagree" and "strongly disagree" and scoring was done by assign - 2) A two-stage sample selection model was estimated to determine the impact of participation in non-farm employment on household income. Age and arable land owned were negatively associated with the decision to participate while number of adults in the household and education were positively associated. The OLS regression indicated that by participating in non-farm employment income could be increased by Rs. 12,801 per season.
3) The credit provided per hectare of maize including inputs (seed and fertilizer) and the insurance premium is worth Rs 9,966 per hectare. On average participant farmers in the sample cultivate 0.86 ha of maize therefore the input cost including insurance premium is Es 8,571 (9,966*0.86). Thus, net returns of a farmer cultivating 0.86 ha would be Es 11,160 (19,731-8,571).
